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(5) 	 recalculate the SFYs 2000 and 2001 Program claims for each school district, using 
appropriate overhead costs and actual Medicaid eligibility data, and refund the FFP 
for inappropriately claimed amounts. 

In written response to our draft report, the State concurred with our findings and 
recommendations regarding overhead costs and time studies. The State, however, disagreed 
with our findings and recommendations to allocate Program costs to Medicaid based on the 
actual Medicaid population at each school district. The State asserted that its administrative 
claiming methodology was approved by CMS, the method used approximated the Medicaid 
population, and it would be cost prohibitive to develop data on the actual Medicaid 
population at each school district. 

The CMS publication entitled, “Medicaid and School Health: A Technical Assistance 
Guide,” dated August 1997, stated “…payment may only be made for the percentage of time 
actually attributable to the Medicaid-eligible individuals.” This clearly indicated that the 
actual Medicaid population data should be used to allocate Program costs to Medicaid. We 
summarized the State’s comments and responded to those comments at the end of the 
“FINDINGS AND RECOMMENDATIONS” section of the report, and included the 
comments in their entirety as an Appendix to the report. 

Any questions or comments on any aspect of this memorandum are welcome. Please 
address them to George M. Reeb, Assistant Inspector General for Centers for Medicare and 
Medicaid Division, at (410) 786-7104 or Lori Ahlstrand, Regional Inspector General for 
Audit Services, Region IX, (415) 437-8360. 
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funds. We believe that proper and timely reviews of claims and supporting documentation by the 
State would help to ensure that unallowable costs are properly identified and removed from the 
claims for Federal financial participation (FFP). 

We recommended the State: 

(1) refund the FFP of $527,102 for the payments of unallowable overhead costs; 
(2) ensure overhead costs claimed are allowable, allocable, and reasonable; 
(3) ensure Program costs allocated to Medicaid are based on the actual Medicaid 

population at each school district; 
(4) ensure time studies are properly conducted and reviewed in accordance with the State 

“School Administrative Match Program Manual;” and 
(5) recalculate the SFYs 2000 and 2001 Program claims for each school district, using 

appropriate overhead costs and actual Medicaid eligibility data, and refund the FFP 
for inappropriately claimed amounts. 

In written response to our draft report, the State concurred with our findings and 
recommendations regarding overhead costs and time studies. However, the State disagreed with 
our findings and recommendations regarding allocation of Program costs to Medicaid based on 
the actual Medicaid population. The State asserted that its administrative claiming methodology 
was approved by the Centers for Medicare & Medicaid Services (CMS), the method used 
approximated the Medicaid population, and it would be cost prohibitive to develop data on the 
actual Medicaid population at each school district. 

The CMS publication entitled, “Medicaid and School Health: A Technical Assistance Guide,” 
dated August 1997, stated “…payment may only be made for the percentage of time actually 
attributable to the Medicaid-eligible individuals.” This clearly indicated that actual Medicaid 
population data should be used to allocate Program costs to Medicaid. 

We summarized the State’s comments and responded to those comments at the end of the 
“FINDINGS AND RECOMMENDATIONS” section of the report. The complete text of the 
State’s comments is included as an Appendix to the report. 

In the “OTHER MATTERS” section of the report, we noted that consultants were reimbursed a 
percentage of the total amount claimed by the school districts. In addition, school district 
officials were relatively unaware of the procedures necessary to properly determine and report 
administrative costs, relying almost entirely on the consultants. The combination of a percentage-
based reimbursement agreement and the transfer of Program responsibilities provided the 
consultants with an attractive incentive to maximize a school district’s claim for reimbursement. 

For the three school districts reviewed, we found that these districts received all the funds claimed 
on their behalf and used those funds for a variety of activities, including hiring 
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additional health clerks, upgrading student computer facilities, and providing after-school and 
summer educational programs for low-performing and at-risk students. 

INTRODUCTION 


BACKGROUND 

Title XIX of the Social Security Act authorizes Federal grants to states for Medicaid programs to 
provide medical assistance to persons with limited income and resources. Each state Medicaid 
program is administered in accordance with a state plan approved by CMS. Although a state has 
considerable flexibility in designing its state plan and operating its Medicaid program, it must 
comply with broad Federal requirements. 

While Medicaid programs are administered by the states, they are jointly financed by the Federal 
and state governments. States incur expenditures for medical assistance payments to providers 
that furnish medical services to Medicaid-eligible individuals. The Federal Government pays its 
share of these medical assistance expenditures to each state according to a prescribed formula. In 
addition, the Federal Government participates in the costs for administration of the Program. The 
FFP for administration is a fixed rate of 50 percent for all states. 

The Medicaid program, recognizing the important role school health services can play, has 
supported school-centered health care as an effective method of providing access to essential 
medical care to eligible children. The school-based health services program was designed to 
promote access to health care for eligible students in public school systems, thereby, preventing 
costly or long-term health care problems. The services include routine preventive health care, 
primary treatment, and services for children with special needs. Further, these services may be 
provided at a school-based clinic, a linked clinic, or a private clinic in collaboration with school 
personnel. 

The Social Security Act permits payment of FFP for administrative claims for the proper and 
efficient administration of the State plan. Administrative expenditures incurred for school-based 
health services are considered appropriate to properly and efficiently administer the State plan. A 
school district may be eligible to receive payment for activities performed in support of the 
Program regardless of whether the district has school-based health clinics or performs any direct 
services. The Program covers Medicaid items such as outreach, eligibility intake, information 
and referral, health service coordination and monitoring, and interagency coordination. School 
districts are reimbursed for these activities under the Program. 

The State, in implementing the Program, entered into interagency agreements with 150 school 
districts located in Washington State. The school districts were delegated the responsibility of 
administering the Program. For the 12 months ended June 30, 2000, the State claimed 



Page 4 - Mr. Thomas W. Bedell 

$28 million in FFP for the $56 million in Program expenditures incurred by the 150 school 
districts. 

During the period of our review, the state, acting as a pass-through entity between the Federal 
Government and school districts, did not expend any funds for the Program. To meet the 
Program’s matching requirements, the State used Program costs paid by the school districts. Any 
FFP received by the State for the Program was passed on to the school districts as reimbursement 
for part of their costs. 

The CMS issued two technical guides that summarize the requirements States must meet in order 
to obtain reimbursement for Program expenditures. The guides are: “Medicaid and School 
Health: A Technical Assistance Guide,” dated August 1997, and the February 2000 draft, 
“Medicaid School-Based Administrative Claiming Guide.” In addition, the State developed the 
“School Administrative Match Program Manual,” which detailed the responsibilities of each 
school district as a condition of participation in the Program. 

OBJECTIVE, SCOPE, AND METHODOLOGY 

Our review was conducted in accordance with generally accepted government auditing standards. 
The objective of our review was to determine whether the administrative expenditures incurred by 
the State for school-based health services in SFY 2000 were reasonable, allowable, and 
adequately supported. Of the approximately $56 million in administrative expenditures incurred 
in SFY 2000, we reviewed expenditures, totaling $11 million, claimed by three judgmentally-
selected school districts. 

To accomplish our objective, we conducted site reviews at the State and three school districts. 
We interviewed State Program officials to discuss their roles and State procedures in 
administering the Program. We also reviewed records supporting the State’s claims for FFP. 

In addition, we met with school district personnel and an outside consultant hired by one school 
district to operate its Program. We discussed claims procedures, reviewed supporting 
documentation, and obtained an understanding of the sampling methodologies used to determine 
the costs allocated to Medicaid. 

We reviewed only those internal controls considered necessary to achieve our objectives. Our 
review was limited to obtaining an understanding of the State’s administrative claim processing 
system for school-based health services. 

Our fieldwork was conducted at the State’s offices in Olympia, Washington, and the Tacoma, 
Pasco, and Spokane school districts during the period June through November 2001. 
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FINDINGS AND RECOMMENDATIONS 


We found the State did not properly implement and monitor the Program. As a result, the State: 
(1) claimed $527,102 in Federal matching funds based upon unallowable overhead costs for three 
school districts, (2) utilized non-Medicaid program data to allocate costs between Medicaid and 
non-Medicaid students, and (3) allowed invalid time studies to be used to claim Federal 
reimbursement. 

These issues were the result of inadequate or nonexistent policies and procedures to ensure that 
claims were submitted in compliance with applicable laws and regulations. The lack of adequate 
policies and procedures was compounded by the limited monitoring the State did of the Program. 
During the period of our review, one employee performed reviews and approved the expenditures 
submitted by the school districts. A second employee performed periodic on-site reviews, but did 
not verify the expenditures claimed were proper and supported. The on-site reviews were 
suspended when the second employee was transferred to another division within the State. 

Moreover, the State had little incentive to closely monitor the Program because State monies were 
not used in the operation of the Program. With the school districts providing the State’s share of 
matching funds required for FFP, the State acted only as a pass-through entity. 

OVERHEAD 

For the three districts visited, we found unallowable overhead costs claimed of $1,054,204 which 
resulted in an overpayment of $527,102 in FFP. The overhead costs at two school districts 
included staff salaries that were claimed in duplicate; the costs were claimed as both a direct and 
indirect cost of the Program. The third district allocated overhead costs for employees who were 
not involved in the Program. 

Office of Management and Budget (OMB) Circular A-87 states: 

“A cost is allocable to a particular cost objective if the goods or services 
involved are chargeable or assignable to such cost objective in accordance with 
relative benefits received.” 

The duplicate and unrelated costs provided no benefit to the Program and, therefore, are 
unallowable for FFP. While the State provided guidance to the school districts regarding 
allowable overhead costs to be claimed, the unallowable costs were not identified because 
periodic reviews were not performed by the State to help ensure that school districts’ overhead 
amounts were appropriate. 
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MEDICAID POPULATION RATIO 

We found that claims for reimbursement were not allocated based upon the Medicaid-eligible 
populations at each school district. Rather than providing school districts with Medicaid-eligible 
population statistics, the State allowed school districts to select one of the following five other 
alternatives to allocate Program costs to Medicaid: 

(1) The district-wide Free and Reduced Lunch rate, 

(2) The district-wide Free and Reduced Lunch rate for elementary schools only, 

(3) The county-wide number of children under 200 percent of poverty, 

(4) 100 percent for services targeted to students in the Early Childhood Education 


Program and/or Free and Reduced Lunch program, and 
(5) Any other reasonable, documentable methodology. 

These five alternatives did not have a direct correlation to the actual school district’s Medicaid-
eligible populations and, therefore, were not valid methods to allocate Program costs. 

The OMB Circular A-87 states: 

“A cost is allocable to a particular cost objective if the goods or services 
involved are chargeable or assignable to such cost objective in accordance with 
relative benefits received.” 

The alternatives provided by the State were not related to the Medicaid program. The CMS’s 
“Medicaid and School Health: A Technical Assistance Guide,” dated August 1997, required: 

“When claiming for allowable administrative activities that are performed with 
respect to a population consisting of both Medicaid-eligibles and non-eligibles, 
payment may only be made for the percentage of time actually attributable to 
the Medicaid-eligible individuals.” 

The school districts did not maintain information to develop Medicaid-eligible school population 
statistics. Furthermore, the State compiled Medicaid eligibility statistics by county rather than by 
school district. Based on the lack of available Medicaid information for each school district, 
unallowable charges could not be determined. 

TIME STUDIES 

The State did not perform adequate reviews to help ensure the time studies performed at the 
school districts were conducted and completed in accordance with Program requirements. The 
studies were not always conducted in accordance with the prescribed methodology, nor were they 
properly evaluated by the school districts or the State. Included in the studies were unallowable 
activities that were not identified and excluded from the calculation of the claim for FFP. 
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The State’s “School Administrative Match Program Manual” defined Program allowable 
activities. However, school district employees completing the time studies did not have an 
adequate understanding of the Program’s requirements or the structure of the time study to 
accurately reflect their Medicaid administrative efforts. Further, many participants did not 
understand the prescribed activity codes or the amount of time required to record an allowable 
activity. We determined that activities unrelated to Medicaid covered services or a health issue 
were inappropriately classified as Medicaid reimbursable activities. 

The State also required time studies to be “representative of overall workload patterns.” 
However, in one instance, we found that school employees were directed to complete the time 
study during parent conference week to increase the amount of time spent communicating with 
parents. 

Time studies represent an important record in supporting how much time employees spent 
performing Medicaid activities and were used to determine the share of costs allocated to the 
Program. Without complete and accurate records documenting allowable activities, there is no 
assurance that Medicaid was charged for only its fair share of costs. Due to the structure of the 
time studies, inappropriate time allocated to the Program could not be specifically identified, and 
therefore, the effect on the FFP claimed resulting from the use of invalid time studies could not be 
determined. 

RECOMMENDATIONS 

We recommended the State: 

(1) refund the FFP of $527,102 for the payments of unallowable overhead costs; 
(2) ensure overhead costs claimed are allowable, allocable, and reasonable; 
(3) ensure Program costs allocated to Medicaid are based on the actual Medicaid 

population at each school district; 
(4) ensure time studies are properly conducted and reviewed in accordance with the State 

“School Administrative Match Program Manual;” and 
(5) recalculate the SFYs 2000 and 2001 Program claims for each school district, using 

appropriate overhead costs and actual Medicaid eligibility data, and refund the FFP 
for inappropriately claimed amounts. 

STATE’S COMMENTS 

In written response to our draft report, the State concurred with our findings and 
recommendations regarding overhead costs and time studies. However, the State disagreed with 
our findings and recommendations to use the actual Medicaid population at each school district to 
allocate costs to the Program. Specifically, the State asserted that CMS had approved its 
administrative claiming methodology and the method used approximated the Medicaid 
population. 
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The State also commented that it would be impossible to develop data on the actual Medicaid 
population at each school district because the data is not readily available. The State maintains 
Medicaid statistics by county, not by school district. The State indicated the implementation of 
our recommendation would be too costly and results would not be more accurate than its current 
methodology. The State also commented that CMS’s 1997 Program guide was open to 
interpretation and the draft guidance developed in 2000 was not applicable to our audit period. 

The complete text of the State’s comments is included as an Appendix to the report. 

OIG’S RESPONSE 

The CMS publication entitled, “Medicaid and School Health: A Technical Assistance Guide,” 
dated August 1997, stated “…payment may only be made for the percentage of time actually 
attributable to the Medicaid-eligible individuals.” This clearly indicated that the actual Medicaid 
population should be used to allocate Program costs to Medicaid. We agree that the CMS 2000 
draft guide was not applicable when the State implemented its Program methodology for 
SFY 2000 and, therefore, we applied the CMS 1997 Program guide in making our audit 
determinations. 

The State did not provide documentation to support its assertion that CMS approved the use of 
non-Medicaid data to allocate Program costs to Medicaid. Further, the State did not provide 
evidence to show that the five alternatives would produce the same results as using the Medicaid-
eligible population. The Medicaid population used in allocating Program costs should be based 
on Medicaid eligibility standards, which included strict documentation and review requirements. 
The use of other program information as alternatives did not ensure that these Medicaid eligibility 
standards were met. 

OTHER MATTERS 


USE OF CONSULTANTS 

Many school districts in the State hired consultants to manage the Program. During the period of 
our review, State officials indicated consultants were paid a percentage of the total amount billed 
by the school district. According to State officials, the percentage ranged from a low of 
3.75 percent to a high of 20 percent. This type of payment arrangement may increase the risk of 
claims being submitted that were not properly scrutinized for unallowable costs. 

One of the three school districts we visited used a consultant. We found school officials at this 
district were not aware of the procedures to properly determine and report accurate administrative 
costs. The school district relied almost entirely on the consultant to calculate the claim and 
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